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EDITORIAL DEPARTMENT NOTE 


Payday in a large company in a small or medium-sized locality can be 
a complicated affair at the plant and at the stores if not well handled, and 
consequently a factor affecting costs as well as and public rela- 
tions. Nevertheless, no single method is best for companies. The first 
article in this issue describes an instance in which a company employing 
a substantial labor force changed over from payment in cash to payment 
by draft with good results. 

The author of the article is MILLARD B,. THOMAS, a member of the 
Controller’s Staff of Newport News Shipbuilding & Dry Dock Co. Mr. 
Thomas has been connected with the —— for more than thirty years, 
after initial accounting experience with U. S. Navy Department. 

e 


Because of the general knowledge that oil company operations are func- 
tionally and geographically diverse, the extension of the convenience of 
credit to retail customers, when it made its appearance in the years before 
the war, was a source of much interest to the public. How retail accounts 
are handled by one large oil company is treated in considerable detail in 
our second article and may serve to heighten this interest still further. 

The description of the procedures followed is written by A. P. YUNG, 
General Supervisor, Office M: ement Affairs, Gulf Oil Corp. and Gulf 
Refining Co., Pittsburgh, Pa. After graduation from Wharton School of 
Finance and Commerce, Mr. Yung entered the oil industry and has been 


connected with accounting and organizational of marketing oper- 
ations with his present company over a considerable period. 
@ 


The accountant frequently finds an opportunity for substantial service 
in connection with endowed or community-supported enterprises, with par- 
ticular reference to their cost and financial problems. The need for and 
appeal of this service is especially strong in the case of hospitals. Our 
third article deals with an instance in which orderly and informative cost 
procedures played a part in improving the management and financial condi- 
tion of a small hospital. 

DELBERT J. MORRISON, the author, has been Treasurer of Rumford 
Community Hospital, Rumford, Maine, for the past seven years. Mr. Mor- 
rison’s business connection is that of Chief Cost Accountant of the Oxford 
Paper Co. in Rumford, with which he has been associated for a period of 
twenty years. 

® 

There is no general agreement on the necessary ities of a good ac- 
countant or accounting executive and individuals of many different sorts 
have been successful in this field, Nevertheless, the search for tests of 
degrees of fitness may be regarded as extremely worth while. The last arti- 
cle in this issue outlines the results of one such group of tests as applied 
to an individual whose scorés indicated that he should meet the further test 
of experience with flying colors. 

author of the article, EDWARD C. KARMGARD, is Office Man- 
ager of The Personnel Laboratory, Milwaukee, Wis. Prior to 1945, he was 
Secretary and Controller of Cleaver-Brooks Co. in Milwaukee and, earlier, 
accounting executive with other industrial companies. 
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PAYMENT OF EMPLOYEES BY PAYROLL DRAFT 
INSTEAD OF IN CASH 


by MILLARD B. THOMAS, 
Controller's Staff, Newport News Shipbuilding & Dry Dock Co., 
Newport News, Va. 

Fo nearly sixty years the employees of the Newport News 
~ Shipbuilding & Dry Dock Company had been paid in cash. To 
meet accounting and general office needs, as well as to minimize 
the time required to pay the many employees of the company, it 
was decided to pay employees by payroll draft. Among other ad- 
vantages, this provides’ an automatic receipt for the payment of 
each employee’s wages. 


Factors Involved In Change 


Under the cash payment plan of compensating employees, the 
employees formed in lines in consecutive order by clock number 
before numerous paymasters’ windows. Employees were paid on 
their own time. The pay envelopes in familiar form, containing 
wages for the net earnings due, were handed to the employees as 
they made known to the paymaster their name and clock number. 
Approximately four hundred men could be handled by each pay- 
master. Receipts were not required by the company. 

Officials of the company recognized that the change from the 
cash basis of payment to the draft procedure constituted a change 
of no little magnitude which had to be considered from many 
angles. ; 


Study by Comptroller and Systems Staff 


A preliminary survey revealed that the proposed new method 
would be substantially more economical than the cash basis method 
of wage payment, but consideration had to be given to continuation 
of the very pleasant labor relations through employee acceptance 
of the change. So, among the considerations involved in making 
the wage payment change, first place was given to the matter of 
“selling” the employees on the value of using the draft payment 
method. 

A complete study was instituted by the comptroller and his sys- 
tems staff. They held many hearings and conferencés with repre— 
sentatives of the treasurer’s office and tabulating and timekeeping 
departments. Ideas and suggestions were also discussed with the 
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operating superintendents. In 
fact, the comptroller and staff 
solicited suggestions from any- 
one within the company’s or- 
ganization from whom it was 
thought that new ideas could 
be obtained. To make the study 
complete, representatives of 
office equipment and form 
companies were invited to sub- 
mit their procedures for the 
processing of payroll registers 
and payroll drafts. With this 
comprehensive study before 
them, the systems staff started 
to make the preliminary prepa- 
rations and to compile the new 
payroll procedure. 


Use of Insured Drafts 


A payroll draft, with at- 
tached stub showing all details 
of earnings, was decided upon. 
Exhibit 1 shows a revised 
form of the draft more re- 
cently adopted to integrate op- 
eration more completely with 
tabulating equipment and re- 
ferred to later in the article. 
A draft was used instead of a 
check to simplify the proced- 
ure of the paying bank. The 
bank simply lists the cashed 
drafts with an adding machine 
daily and the company reim- 
burses it with one check for 
the total amount paid each day. 

An insured payroll draft is 
used. The company took in- 
surance coverage to protect its 
employees, individuals and 
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companies cashing the drafts, and itself against losséS due to forg- 
ery, alteration, or counterfeiting of the drafts. This insurance al- 
lowed business establishments as well as banks to cash the drafts 
without hesitation or question and without requiring identification 
of the employees or their endorsements. The terms of the insur- 
ance require only that those cashing the drafts “use due diligence” 
to see that there are “no apparent defects” on the face of the draft, 
i.e., in the name of the payee, the amount, or the signature of the 
drawer, and that the draft is endorsed by the payee. The drafts are 
protected against forgeries of the signatures of the first endorsers 
(payees) only. 

Under the new plan, it was decided to pay the employees at their 
work on company time through the departmental organizations— 
no more standing in line at the pay windows to get pay envelopes. 
Payment was to be made three days each week (Wednesday, 
Thursday, and Friday) in accordance with a departmental sched- 
ule as issued, instead of a single payday (Friday) as previously. 
This system greatly reduces the congestion in town at the end of 
the week and makes shopping easier and more convenient for all 
employees. 


Payroll Draft Cashing Points 

A letter explaining the details of the new pay system was given 
to each employee. Attached to the letter was a form for the nam- 
ing of two business establishments at which the employee would 
like to cash his payroll drafts. These forms were returned to the 
staff office. The business establishments named were also con- 
tacted by letter. The letters to merchants explained the new plan 
and informed them that employees had requested that they act 
as cashing points for the payroll drafts. Attached to the letters 
were forms on which the merchants could respond and express 
their willingness to cash payroll drafts of employees without 
charge. Almost without exception, all merchants contacted agreed 
to become cashing points. All who accepted were furnished 
identifying display cards. Merchants realized that cashing drafts 
attracted customers to and built good will for their establishments. 

A letter was likewise written to each of the eighteen banks 
located in the city and surrounding communities. The letter ex- 
plained in detail the new method of paying the company’s em- 
ployees and solicited cooperation and comments or suggestions. 
All the banks gave their full support to the new plan. The com- 
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pany as a gesture of good will later found it possible to make time 
deposits of varying amounts in all of these community banks, but 
there was no indication that the approval by the banks was in any 
way contingent. 


Revised Payroll Procedure 


The company’s accounting division had used for many years a 
punched card tabulating system for its payroll and cost keeping 
accounting. The systems staff built the new processing procedure 
around the punched card technique. As it is not the purpose of 
this article to develop in detail the complete payroll procedure, 
only the necessary steps will be touched upon to give a brief pic- 
ture of the system adopted. The accounting instruction which was 
issued to cover this part of the change to the new system gives 
the required picture and is quoted in the succeeding paragraphs. 

“The timekeeping department will collect the necessary informa- 
tion regarding the number of hours worked by employees and the 
amount earned through various piecework incentive systems. This 
information, with the proper cost distribution charges, will be re- 
ported to the tabulating department on daily attendance card forms. 

“The tabulating department will receive from the timekeeping 
department the daily attendance cards. Using the information on 
these cards, cost distribution cards and the daily attendance cards 
will be keypunched. The keypunching of the cost distribution cards 
and the daily attendance cards will be zero balanced and the con- 
trol totals established. The cards will then be filed until the end 
of the payroll period. 

“As the keypunching and the verification of each department’s 
daily attendance cards are complete for the current payroll 
period, the attendance cards will be sorted and collated with the 
employees’ master and deduction cards and a payroll summary card 
will be produced. The payroll register, a two-part form, and pay- 
roll draft, in continuous forms, will be prepared from the payroll 
summary cards. The departmental total amounts as established at 
the time of the printing of the payroll drafts and the total amounts 
as shown on each departmental payroll register will be checked for 
accuracy against the control totals. 

“The completed payroll drafts and payroll registers will be sent 
to the treasurer’s office as soon as completed, with delivery com- 
pleted as follows: 
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For departments to be paid on: 
Wednesday Thursday : Friday 

Tuesday, 4 p.m. Wednesday, 4 p.m. Thursday, 3 p.m.” 


Signing and Delivery of Drafts 


The new accounting instruction covered signature and in transit 
protection of the draft in the following passages: 


“Upon receipt of payroll drafts and payroll register from the 
tabulating department, the treasurer’s office will sign and separate 
the drafts, using a check signer and burster. The payroll register 
will be torn apart and filed in loose leaft departmental binders. The 
carbon copy of the payroll register will also be torn apart. 


“The signed payroll drafts and the carbon copy of the register 
(to be used as a check sheet) will be packaged departmentally. The 
packages will be delivered to the designated payroll representative 
for each department prior to 11:00 a.m. of the day on which pay- 
ment for each department is scheduled. 


“Drafts which cannot be delivered on regularly scheduled pay- 
days to day shift employees will be returned immediately to the 
treasurer’s office after 4:00 p.m. on each payday ; drafts which can- 
not be delivered to night shift employees will be placed in a locked 
box which will be in the custody of a certain watchman and will be 
delivered to the treasurer’s office as soon as practicable. Undelivered 
drafts will be ‘checked ih’ against the payroll register by placing 
check marks opposite employee’s names for returned drafts. A 
rubber stamp, with suitable wording, may be used for this oper- 
ation. 

“Back pay’ windows will be open every day, Monday through 
Friday at 12:10 p.m. to 12°50 p.m. at the treasurer’s office. 


“Undelivered drafts for employees not on roll will be mailed to 
them. 

“If an employee’s draft is lost or stolen, either before or after 
endorsement, it will be repiaced by the company in due course upon 
filing by the employee with the company of an affidavit reciting the 
circumstances and certifying that the employee had received no 
benefit directly or indirectly from the lost or stolen draft. When 
duplicate draft is issued, the following notation will be typed on 
top of draft: Dupticate Drarr—signed by the treasurer.” 
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Contemplated Furtber Change 

As mentioned earlier, the payroll draft shown in Exhibit 1 is 
a redesigned form. It is a tabulating card draft with stub at- 
tached. The draft number is prepunched into each draft. The 
form will be prepared by using a bill feed attachment on an elec- 
tric accounting machine. The new form will be put into use in the 
near future and it is believed the prepunched card will facilitate the 
reconciliation of the payroll account with the book accruals. 


Successful Operation of Plan 

A survey made in appraising the results of the pay-by-draft plan 
after it was in operation four months revealed a very successful 
transition from cash to draft payment. In the payment of over 
200,000 drafts since the first weekly issue, only two checks were 
stolen. Some hint as to the acceptance of the plan by the local 
merchants was reflected in the fact that an outside draft-cashing 
agency, opened when the system was initiated, soon found the 
venture unprofitable and closed its windows. It appears that the 
company’s drafts are now readily accepted and cashed by all mer- 


‘chants and businesses in Newport News and vicinity. Reports 


from the various banking houses show increased numbers of de- 
positors opening accounts in the four months following the in- 
stallation of the draft payment plan. Officials of the Retail Mer- 
chants Association have indicated satisfaction with the pay plan 
and the easy negotiability of the drafts in local financial channels. 
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In the N. A. C. A. Bulletin, July 1, 1948 
— Straight from the Conference — 


Price Level Changes—A Challenge to Accounting 
Introduction by Charles E. Headlee 


Effects of Price Level Changes on Financial Statements 
by Samuel J. Broad 


What Is Accounting Accounting for—Now? 
by William Blackie 



































. A PROCEDURE FOR HANDLING THE RETAIL 
RECEIVABLES OF AN OIL COMPANY 


by A. P. YUNG, 


General Supervisor, Office anaonent Affairs, 
Gulf Oil Corp. and Gulf Refining Co., 
Pittsburgh, Pa. 


— receivable accounting for a large oil company has its 
own peculiarities and certain conditions must be dealt with 
that can be identified only with these companies. Deliveries of 
gasoline and other products to retail customers are made by a vast 
number of diversified groups of sellers. Only a relatively few 
of these sellers are employees of the company. In addition, the 
customer may purchase his gas, oil, and accessory requirements 
from one company or a group of competing companies yet expect 
to receive a single monthly statement for all his purchases. He may 
make his purchases along the sunny roads of California or in the 
wilds of Canada and still expect his bill to be rendered promptly by 
the company’s home office in Philadelphia or Pittsburgh, or in any 
one of the metropolitian areas in the vicinity of which he may 
reside. There will be outlined below a retail accounts receivable 
system that works efficiently and at a cost commensurate with the 
nature of the account handled and the type of service expected. 
No doubt improvements are possible and, as a matter of fact, are 
made constantly as in any progressive organization. Alternative 
methods are therefore suggested at several points, as actual con- 
ditions will influence and justify exceptions here and there. 
Other systems than the one outlined are in use in many oil com- 
panies, differing materially in basic principles. These systems may 
meet local needs better and fit more adequately into the over-all 
accounting picture. The thinking today is much along the lines of 
a cycle, billing-file invoice accounting plan, particularly for retail 
accounts. This plan of handling charge invoices has many ad- 
mirable features to commend it, particularly when a tabulating 
machine installation does not exist for any other purpose. Where 
tabulating equipment, however, is used extensively for sales ac- 
counting, stock accounting, expense accounting and, probably, pay- 
roll accounting work and where retail receivable accounting can be 
absorbed to a large extent, a retail receivable plan by tabulation 
along the lines outlined below merits careful consideration. 
1273 
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The tabulating equipment required to handle retail receivable 
accounting on the plan to be outlined consists of the following 

































items : 
Without alphabetical equipment With alphabetical equipment 
Key punch Key punch 
Horizontal sorter Alphabetical printing punch (for 
Numeric tabulator-high speed heading cards) 

list Horizontal sorter 


Collator (For merging name and 

Note: Heading of monthly state- address cards with current 

ments (name and address only) purchase and balance forward 

will require use of addressing cards) 

equipment | Alphabetical tabulator (with au- 
tomatic carriage) 


Again it must be said that the equipment cannot ordinarily be 
set aside for exclusive use of retail receivable work but is used 
for other classes of acccounting work as well. 


Significance of Customer Code Numbers 


In order to understand the setup as a whole, it may be well first 
to look at Exhibit 1 which shows a tabulating invoice properly 
completed for a typical retail sale. The assignment of a flexible 
customer number which provides sufficient expansion for added 
accounts without affecting the alphabetical numerical sequence of 
such code assignments is of vital importance as it is most desirable 
that the numbers assigned be continued in use for many years. 

The first four digits of customer number reveal important spe- 
cial information. The first digit of the code would identify the 
accounting offices and would automatically provide the tabulating 
control needed to sort out the sales tickets quickly, regardless of 
where the purchases are made, for mailing to the home office which 
) issued the credit card. The second and third digits of the customer 
number could provide a further breakdown of the sales slips to 
cities within the home accounting office area of the customer. The 
fourth digit is expressed as a letter. In all instances, it is the first 
letter of a customer’s surname. This provides a clue in erroneous 
account number look-ups and injects a helpful break in the writing 
of an otherwise rather long number. This letter must be reinter- 
preted as a number by key punch operators when cutting customer 
code information. 
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The last four digits comprise the remainder of the customer’s 
number. It is in the assignment of these numbers that care must 
be exercised to permit of orderly expansion. 


Procedure at Service Stations 

Dealers, jobbers, and company-operated service stations through- 
out the territory of the marketing company will honor its credit 
card and even competitive companies will do so if exchange ar- 
rangements have been established. The retail outlet must prepare 
the tabulating card invoice form and at the time of delivery will 
give each customer either a tissue copy of this invoice or a stub 
of the card indicating the date and the amount of purchase. The 
tabulating cards, themselves, may either be picked up by truck 
drivers when making deliveries to the retail outlet or may be mailed 
direct to the accounting office of the company, supported by a 
control list. 

Separate controls must be established in the central accounting 
office for invoices received from dealers and for credit invoices 
received from company-owned service stations, which represent a 
transfer of accounts receivable to the central accounting office. 


Coding Required for Processing 

Entry codes, summary card reference codes, foreign accounting 
office codes, and ledger codes must be established which, because 
they will be referred to later in the article, are listed below : 


Entry code Ledger code 
1 Balance forward 1 to 26—A through Z(01-A, 02-B, 
2 Invoice rendered . 03-C, etc.) 
3 credit 27 Exchange ane 
4 Cash debit 28 Exchange accoun 
5 Credit adjustment 31 to 546— doubetal (31-A, 32-B, 
6 Debit adjustment 33-C, e 

Accounting office code oe ae. sped (Gl-A, Ga, 

1 Boston to 9 Houston 99 Company use 


Summary card reference code 
01 Dealer and company operated 11 Invoice transfers-debit 


service station invoice 13 Corrections-debit 
03 Jobber invoice 14 Corrections-credit 
05 Incoming foreign 20 Balance forward 
06 Company with whom 31 Direct cash 

a has been 32 Split checks 

33 Report cash 

07 Company with whom exchange 36 Special statements 

arrangement has 











ee wee ee) | 


— we 

















1277 





JUNE 15, 1948 


Punching and Balancing of Invoice and Control Cards 


Upon receipt of envelopes of invoices in the tabulating unit 
of the central accounting office, consecutive numbers beginning 
with one each month are assigned to each envelope for reference 
purposes. If more than one envelope is submitted by outlying bulk 
plants or branch offices, the same number would apply to all en- 
velopes received from any one point. A tabulating control card is 
then punched for each group of envelopes, which card will indicate 
the envelope reference number, the entry number, and the central 
accounting office “from” code. Individual envelopes are then opened 
and contents processed. Should tabulating invoices be received 
in bad condition, creased, folded, or multilated, it is necessary that 
they be replaced, probably by cards of a different color so that 
they may more readily be identified after being processed and 
matched and filed with the original mutilated card bearing the cus- - 
tomer’s signature. The problem of getting field employees to handle 
the tabulating card invoice with care is a matter calling for constant 
vigilance and education. 

The retail invoice form should be so designed that key punch 
operators can read and punch customer number and amount writ- 
ten on the invoice without too much difficulty, for speed in this 
punching operation is essential. The envelope reference code ap-° 
pears only on the control card, whereas the entry code and branch 
office “from” identification code are automatically duplicated into 
each card invoice from the control card. Actually the branch office 
“from” code is required on only those invoices to be transferred 
to another branch office but it may be found just as easy to cut this 
code on all cards since it is a one-digit code. The total amount as 
shown on the adding machine tape attached to each envelope or 
group of envelopes as received is punched into the control card 
after the invoices contained in each envelope have likewise been 
punched with the individual amounts. The control card in each 
case is placed on top of the first invoice of the group taken from 
the envelope. 

The individual invoices supporting each control card are tabu- 
lated by envelope number and the total of the invoices by envelope 
groups as reflected in the appropriate column of the tabulation 
must agree with the total of the master cards tabulated in another 
column. If they agree, the correctness of the punched amount in- 
formation on the individual invoice cards is verified. Should there 
be a difference between the total of the individual invoices and 
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the control cards, this difference will be reflected in the third col- 
umn of the tabulation and the reason for the difference can be 
readily determined and necessary corrections made. 


Establishing Ledger Control of Local Invoices 

After the individual invoices have been balanced to the master 
cards, they are sorted to separate the invoices belonging to other 
branch accounting offices. Such “foreign” invoices are then ex- 
amined to make sure that the foreign branch office code punched 
agrees with the first digit of the customer’s number, also indicating 
the branch office in each instance. The envelope control cards are 
also removed from the packs automatically when sorting on branch 
office “to” code and are tabulated for a total, which must balance 
with the summary tape covering the total of all envelopes received 
for the day. “Foreign” branch office accounting invoices are filed 
separately until such time as a listing is prepared for such branch 
office at which time the invoices and the listings are transmitted to 
the respective branches. 

The local branch office invoices are sorted on ledger code, placing 
salmon breaker cards between each ledger group. These salmon 
breaker cards are used to facilitate filing the invoices later by ledger. 
In summarizing the local invoices by ledger, a summary card total 
for each ledger is obtained. This summary card shows the sum- 
mary card reference code, entry code, date of the invoices being 
summarized, invoice count of detail invoices for each letter, amount 
applicable to each ledger, and code assigned to indicate suspense 
or current invoices. The local branch accounting office invoices are 
filed by ledger. 


Fan Check Verification of Invoice Punching 

A prepunched master card is available for each customer which 
reflects the division code, ledger code, and customer number. An 
impression of the addressograph plate prepared for each customer 
is also shown on this master card. There are two methods that 
can be employed as a preliminary to the “fan check” punching 
verification procedure in use. The first requires the use of a 
collator. The second requires the use of a horizontal sorter if a 
collator is not part of the local tabulating equipment. When col- 
lators are used, the prepunched master cards in customer code 
sequence are placed in the primary feed of the collator while the 
current invoice cards, also in customer code sequence, are placed 

















JUNE 15, 1948 1279 
in the secondary feed of the collator. The collator matches and 
merges the two sets of cards, producing the following results : 


1. Selection of all customer master cards for which there are 
no current items (inactive). 

2. Selection of current invoice cards for which there are no 
master cards. This group is passed to clerks for imme- 
diate investigation as such cards are generally found to 
have been erroneously punched. 

3. Merging master cards in front of current invoice cards 
bearing identical customer codes. This group of cards is 
then distributed among all accounting employees avail- 
able for a visual check of the customer’s name written 
on all invoice cards following the master card. In all 
cases where the name differs, the invoice card is re- 
moved and promptly investigated for correction. It is 
most desirable in handling this visual fanning check 
operation to assign the same alphabetical groups to the 
same employees each month as the operation must be 
completed with dispatch and accuracy. 





When the cost of collators cannot be justified by reason of rela- 
tively small volume of work handled, the horizontal sorter method 
may be used in the fan check verification. In such event, the pre- 
punched master cards as a group are placed in front of thé current 
cards and the combined group is passed through the sorter as 
many times as there are digits in the customer code number. After 
this operation has been completed, the invoices and master card 
are then passed for the visual check procedure, as already outlined 
under the collator method, with the-exception that the three selec- 
tions as outlined under the collating method must be made 
manually. 


. Summary Cards for Corrections 


Certain corrections to controls are necessary occasionally due to 
errors in punching and coding of customer’s number, ledger num- 
ber, etc., caused by illegibility in the invoice as prepared in the 
field or for other reasons. These errors are generally discovered 
in the fan check procedure just described. The manner of handling 
these corrections is briefly set forth in the following paragraphs. 

Credit corrections are first indicated on the invoice in red pencil. 
Applicable invoices are sorted by ledger and salmon breaker cards 
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placed between each ledger group. They are then summarized by 
ledger, showing summary card reference number, entry number, 
current date, ledger number, and amount. The wires in the sum- 
mary punch board are changed from “X” punch minus, to “X” 
punch plus, so that the ledger summary cards will appear as credits. 
The ledger summary cards so produced are run for total to bal- 
ance and one summary card is made for the daily control of these 
corrections. The individual invoices are then corrected as pencil 
marked. It is advisable to list the invoices after corrections as a 
further check against possible errors. Correction credit ledger sum- 
mary cards and daily control summary cards are then filed. A 
somewhat comparable procedure is followed for debit corrections. 

Errors found in the tabulating unit when punching individual 
invoices, due to differences in such invoices with amounts listed on 
the list of credit deliveries prepared by the dealer or in the total 
of such invoices as against the total amount shown on the face 
of dealer envelopes, are itemized on a simple mimeograph form. 
If amounts of the adjustments are small they are charged off; if 
large the information will be submitted to individual bulk plants 
involved for adjustment of the difference. 


Transfers and New Accounts 
It may occasionally happen that through credit department in- 
vestigation, it becomes necessary to transfer invoice charges from 
one account to another. Notification of such transfers will be 
issued to the tabulating unit by means of a simple mimeograph 
form on which are indicated the respective accounts to be debited 
and credited, the amounts involved, and any other pertinent in- 
formation which might be required for reference purposes. 

A substitution card of another color is prepared for the debit 
entry to the customer. Before mailing the statements (always sup- 
ported by signed invoice cards) at the end of the month, this card 
is replaced with the original invoice showing the first customer’s 
signature. These substitution cards are summarized by ledger show- 
ing summary card reference code, entry code, current date, ledger 
code, and amount. At the same time a daily control summary is 
also prepared. This method of handling invoice charge transfers 
is advisable so that charges to the proper customer will be reflected 
as a sale and thereafter automatically provide for the mailing of 
the invoice card with statement. If such transfers were handled 
as special entries, the charge on the customer’s statement would 
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be reflected as a journal entry and would result in the statement 
being mailed without the invoice card. __ 

A master tabulating card is submitted to the tabulating unit by 
the credit department for each new customer for whom credit 
may be authorized, showing the name and address of the customer 
and the customer’s credit card number assigned (addressograph 
plate impression). Upon receipt of such advice in the tabulating 
unit, the customer’s number is punched to the master tabulating 
card and such cards are then placed in the master card file. 

At approximately weekly intervals, or more frequently if the 
volume warrants, retail invoices are received from other branch ac- 
counting offices covering deliveries to local office customers. Such 
invoices are received in the tabulating unit supported by a tabulated 
listing of the invoices. As a matter of policy, it may be advisable 
to establish a final transfer mailing date each month to allow suffi- 
cient time for processing these invoices. Summarization and filing 
by ledger is accomplished in a manner not unlike that to which 
local invoices received from dealers were subject. 


Preparation of Tub Files 

So far, the procedure has been traced to the point at which there 
exists a file, by ledgers, of completed punch card invoices and cor- 
rections, each ledger governed by summary control cards which 
have been proven with the detail. Two other phases of procedure 
remain to be covered. These are (1) application of cash payments 
to accounts rendered and (2) issuance of monthly statements for 
current and past due amounts. The detailed handling of these 
elements interlocks and, whichever order of discussion is adopted, 
it will be necessary to refer at times to subsequent paragraphs. It 
appears to be most convenient to take these two phases of pro- 
cedure in the order in which they are mentioned above, prefaced by 
a discussion of the tub files developed from the current cards to 
carry balances and other information forward from month to 
month and to make readily available agings of accounts receivable 
for credit department purposes. 

One of several mtehods used in establishing a tub file of aged 
customer balance cards is based on preparing, along with the cur- 
rent month’s statement, a summary card automatically punched by 
summary gang punch machine, showing the customer number and 
the total of the current month’s purchases as well as an “X” punch ' 
used later in automatically aging the account. To obtain the past 
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due balances to complete the file of all balance forward cards, it is 
necessary, when the setup being described is getting under way, 
that the credit department prepare an aged analysis from the avail- 
able records, listing the past due amounts by customer number and 
days past due, i.e. 30 days, 60 days, 90 days, or more. 

This listing, after being prepared and balanced to existing con- 
trols, must be turned over to the tabulating unit for the preparation 
of separate balance cards for each month of past due balance for 
each customer with an identifying “X” punch indicating the degree 
of delinquency of the account. This means that a separate column 
is “X” punched for each 30-day period past due. Once the record 
has been completely established on aged balance tabulating cards, it 
can be maintained thereafter by the simple process of changing the 
designating “X” or aging column each month. These aged balance 
cards are used in the preparation of a monthly analysis of the ac- 
count receivable for use of the credit department. The cards are 
interpreted for customer number and amount and are then filed 
in tub files for use in the application of daily cash remittances as 
outlined below. 


Application of Cash by Tub File Clerk 
Most remittances are accompanied by a statement stub. Those 
not so accompanied or otherwise identified as to customer code 
are investigated by checking the customer register or customer 
index file. When all remittances are properly identified, they are 
sorted by ledger only, i.e., by the alphabetical symbol indicated in 
the customer’s number. Each remittance is applied by withdrawing 
from the tub file the aged balance cards which are being paid. 

In the case of partial or overpayment, a substitution card of 
another color is inserted on which is written the old balance, the 
amount of the remittance, and the new balance. This substitution 
card will remain in the tub file until the tabulating unit returns a 
new card indicating the new balance. The tub file card to which 
a partial or overpayment applies is removed as with exact payments 
and the amount of partial or overpayment and the new balance that 
has been indicated on the substitution card will be shown in a 
block space provided. The tub file clerk will include these cards 
with all other cards withdrawn, but will turn them so that the 
tabulating unit can readily identify them in order to punch new 
balance cards reflecting the payments. 

The tub file clerk balances all remittances against the tub file 
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cards withdrawn by preparing an adding machine tape of all re- 
mittances and another adding machine tape of the tub file cards 
withdrawn. In adding the tub file cards, only the amount in the 
partial or overpayment block will be considered for the turned 
cards. The remittance list with its tape is then passed to the 
cashier for preparation of the daily deposit, while the tub file cards 
with supporting tape are forwarded to the tabulating unit. 

It is desirable to release remittances to the cashier in a regular 
flow throughout the early morning hours, probably in groups of 50 
to 100, so that deposit may be prepared before bank closing hours. 
Tapes will be prepared for remittances and cards withdrawn ex- 
actly as indicated above. A batch or group number will be assigned 
starting with number one at the beginning of each month and num- 
bering each batch consecutively throughout the month. The batch 
number will be shown on tape and checks for cards withdrawn, 
as well as month and date that the remittances were processed. To 
prove the accuracy of the deposit the cashier will prepare a tape 
of all batches received for the day. 





Processing Paid Tub Cards in Tabulating Unit 


Upon receipt of tub file cards and supporting tape in the tabu- 
lating unit, the key punch operator will remove the partial or over- 
payment cards which have been turned and will punch a new card 
for the actual cash payment and a new card for the new balance 
as indicated in the block captions. The new cash payment cards are 
interpreted and replace the turned partial or overpayment cards. 
The new balance cards are placed in a separate group to be inter- 
preted and passed later to the tub file clerk. 

Each batch of paid tub cards is summary gang punched to show 
the date of payment (month and day) in columns designated for 
this information and also showing the proper summary card refer- 
ence number. The cards for each batch are tabulated for total only 
and must agree with the total shown on the tape prepared by the 
tub file clerk. At the same time that this tabulation is prepared, a 
daily cash control card is automatically produced by the summary 
gang punch machine showing the summary card reference, the 
date (month and day) of the batch, and the total amount involved. 

Upon completion of the above operation for each batch, the indi- 
vidual tub card file batches for the day are consolidated and sorted 
by customer number and ledger. A tabulation is prepared to pro- 
duce ledger cash summary cards and this tabulation will reflect 













N. A. C. A. BULLETIN 











the ledger number and the amount of cash payments for each 
ledger and at the same time will produce a ledger summary card 
showing the summary card reference code, date entry code, the 
branch office and ledger code, and total amount of the day’s remit- 
tances for each ledger. The daily control cards previously estab- 
lished are tabulated for total and this total must agree with the 
grand total of the ledger summary cards as reflected by the tabu- 
lation. 

Upon completion of the above ledger summary tabulating, the 
paid tub file cards (which are in ledger and customer sequence) 
may be used to prepare a daily cash listing for use of the credit 
department. This listing will show the month and year of the tub 
file card, customer account number, amount of remittance for each 
account, total amount of remittances by ledger, and total amount 
of remittances for all ledgers. The paid tub file cards once filed 
after this use will be used again only in preparing a quarterly cash 
listing, along lines similar to the daily cash listing used by the 
credit department. 

The handling of debit and credit journal entries will be along 
the same lines as outlined for cash remittances, with the exception 
that on the adding machine tape of cards withdrawn from tub files, 
the summary card reference numbers 51 and 61 will be indicated 
to identify the entries. Total of this tape must be in agreement 
with the control total appearing on “Summary of Journal Entry 
Detail Postings.” 





































Preparation of Customers’ Statements 
It is desirable to close cash possibly two days prior to statement 

period. Upon closing, the tub file cards are promptly balanced 
against the summary ledger control cards. They will first, however, 
be tabulated by ledger and a summary card will be produced show- 
ing the net balance for each ledger. A control tabulation by ledger 
may then be produced from the following : 

1. Balance forward ledger summary cards previous month 

(after statement preparation ) 

2. Current month’s cash ledger summary cards 

3. Current month’s credit journal entry ledger summary cards 

4. Current month’s debit journal entry ledger summary cards 


The tabulation of the above factors will produce tub file balances 
by ledger at the end of the month, prior to statement preparation, 
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and must be in exact agreement by ledger with the tub file tabu- 
lation produced from detail cards in files.referred to above. A cur- 
rent month’s ledger control is produced by including with the 
tub file summary ledger cards the current invoice ledger control 
summary cards plus the current invoice transfer debit ledger sum- 
mary cards. This tabulation may be referred to as a trial balance 
to which the statements must balance by ledger. 

For statement preparation, the detail invoice cards are sorted in 
customer account order by ledger and are then merged by use of a 
collator with the tub file balance cards in customer account order. 
As statements are being produced, the current month’s tub file bal- 
ance card is automatically produced by the gang summary punch 
for the total of the current month’s purchases, less any tub file 
credit balance cards which have been “X” punched in the column 
designated for this purpose. A separate counter is used in the tabu- 
lating machine to accumulate the net balances by ledger as state- 
ments are being run. The accumulated total of any one ledger is 
balanced against the trial balance mentioned, before the statements 
are run for the next ledger. 

It is unnecessary to retain copies of invoices if the originals 
(which are enclosed with the statement) are photographed. The 
photographing process not only saves much stationery cost but con- 
siderable file space. The cost of photographing appears to be fully 
justified and the photographing operation can be handled satis- 
factorily immediately upon completion of the statements when all 
the cards are quickly photographed in strictly numerical sequence. 
This includes the debit invoice cards as well as the previous 
month’s tub file balance cards. Any mutilated cards for which sub- 
stitution cards have been inserted are photographed, just prior 
to statement preparation, and will replace the substitution cards 
when matching invoices with the statements. 

After the body of the statement has been prepared (minus cus- 
tomer name and address), the file cards used in their preparation 
are sorted to separate the tub file balance cards from the detail 
invoice cards. The completed statements, still without customer’s 
name and address, are then passed to clerks who match addresso- 
graph plates against customer code information shown in the body 
of the statement and, after all plates have been arranged in the 
proper sequence, statements are then quickly headed. This pro- 
cedure, of course, is only involved when numeric equipment and 
not alphabetic equipment is available. 
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A finished statement is shown in Exhibit 2. If alphabetic equip- 
ment is available, the statement is completed in one operation. In 
this event, however, it is perhaps desirable to reflect current 
monthly purchases in one total only rather than to list individual 
purchases separately. The difference in the speed of a listing op- 
eration on an alphabetic machine as compared to a total tabulation 
is in the ratio of 80 cards per minute to 150 cards per minute, 
which means that the statements could ‘be completed in practically 
the same time as by use of numeric equipment if detailed listing is 
omitted. It might be pointed out that the total amount for current 
purchases, even if not detailed on the face of the statement, is sup- 
ported by enclosure with the statement of the original signed copies 
of the detailed invoices. 





Experience with the Plan 

The above briefly details the basic principles of a tabulating 
plan which has been found very efficient over a number of years. 
While the technical aspects of the routine may appear involved, the 
reasons which influence the various operations will be clear upon 
consideration. As indicated previously, the entire operation is 
simple and fast. A few production statistics may give some idea 
of the speed of the operation. Our experience is indicated in the 
following information : 


Key punching—An experienced key punch operator can turn 
out 4,000 to 5,000 invoices per day in a punching operation of 
fourteen digits (or perforations). This is an average produc- 
tion and the peak period production can reach as high as 
6,000 invoices per day. 

Sorting speed—The sorter is capable of arranging cards in any 
desired sequence, one card column at a time, at an operating 
speed of greater than 20,000 cards per hour. 


Collator—A collator is used in merging and sequence-check- 
ing operations and can process cards at speeds ranging from 
14,000 to 25,000 or more cards per hour, depending upon the 
operation. 

Statement preparation—The tabulating equipment used in 
turning out customers’ statements (numeric equipment) is 
capable of completing approximately 1,000 statements per 
hour and operates at an average speed of 5,000 cards per hour. 
Thus a company with an average monthly volume of 50,000 








erste 


——s 





1288 N. A.C. A. BULLETIN 


invoices representing purchases of 10,000 customers can turn 
out statements in a little more than one day on one tabulator. 
The point at which a second or even a third tabulator is de- 
sirable can be determined by the volume of invoices and ac- 
counts and the period of time alloted for completing all 
statements. Statements with name and address inserted by 
the tabulator (alphabetic equipment) can be turned out at a 
speed of 500 or more statements per hour on an individual 
invoice listing operation. 


In addition to the advantage of speed, a tabulating retail re- 
ceivable plan also has the advantage of extreme accuracy. Few 
companies today subscribe to the theory that it is sensible to spend 
(say) a hundred dollars in clerical effort to locate a ten-cent differ- 
ence. Nevertheless, a system that does provide assurance that 
ledgers will balance to the penny without the need of constant 
rechecking of postings and controls has its advantages. The plan 
outlined makes this possible. Should small differences up to a few 
dollars develop in receivables that may total several hundred thou- 
sands of dollars per month, no effort is made to locate them. 
Should such overages or shortages reach a figure as high as $5, 
employees are cautioned to exercise greater care. If they should 
reach $10, the source of the difficulty is determined. Differences of 
this amount occur rarely and hence the effort expended in bal- 
ancing ledgers is negligible. 


Cooperation with Credit Department 

This presentation has dealt only with the mechanics of the ac- 
counting plan and no effort has been made to indicate the very 
close tie-in of the accounting routine with the activities of the 
credit and collection men. Necessarily there must be the closest 
of cooperation and coordination between the two groups of em- 
ployees concerned, specifically in the establishment of customers’ 
credit card numbers; the issuance of the credit cards; the assign- 
ment of credit limit symbols; in maintaining addressograph plate 
files on a current basis; in properly maintaining customer code 
registers and in handling of address changes, lost or stolen credit 
cards, credit suspensions, collection follow-ups, etc. These and 
other details must be fully established and perfected before any 
accounts receivable plan, whether it be by tabulating or other 
means, can be labeled as efficient. 


























ACCOUNTING CONTROL OF THE 
OPERATIONS OF A SMALL HOSPITAL 


by DELBERT J. MORRISON, 


Treasurer, Rumford Community Hospital, 
Rumford, Maine 


HE Rumford Community Hospital was built by popular sub- 

scription in 1927 and incorporated as a nonprofit organization. 
Its governing board has been an executive group chosen almost 
invariably from among bank presidents, the legal profession, and 
industrial executives. These incumbents have always been skilled 
in their lines, generous, and interested in public welfare. How- 
ever, membership on the Board has been considered honorary for 
the most part. Perhaps up to five years ago the financial manage- 
ment of the hospital represented that of a typical public institution 
in communities of similar size. 

The financial status of the hospital has been to a certain extent 
obscure during most of its existence, except that so much money 
was received, so much spent, and so much must be borrowed to 
carry along until the next period. Approximately seven years ago, 
I was asked by our mill manager, who was also and still is the 
president of the board of trustees of the hospital, to look into the 
accounting system and to make recommendations. He had found 
himself in the position of trying to operate the hospital as a busi- 
ness without the normal guides except a cash balance. This 
balance kept running toward the red, necessitating bank loans up” 
to $5,000. It was a condition that could not continue. However, 
because of the lack of an accounting system, there was no practical 
means of applying business acumen to the problem, Were costs 
too high and if so where? Were rates too low? Were poor col- 
lections the reason for difficulties? The answers were not at hand. 


Developing Working Analyses” 

A start in undertaking the task assigned was obtained from a 
small book entitled “Hospital Accounting and Statistics” published 
by the American Hospital Association. I studied it carefully and 
noted the recommendation of a cost system which: (1) depart- 
mentalized the hospital into operating and overhead centers, (2) 
accumulated direct expense charges by categories and departments, 
(3) suggested bases for the proration of overhead costs into the 
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operating departments, (4) allocated income to sources, and (5) 
resulted in a final report which indicated the loss or gain by de- 
partments in aggregate agreement with the profit and loss report 
for the period. Departmental reports were recommended to be 
divided so that separate results would be obtained for homogeneous 
units of production or activity factors and so that costs might be 
compared with previous periods. 

It was a simple first step to set up columnar sheets for each 
department to record direct expense charges in agreement with 
the voucher register : 


Voucher Month of Department 
no. Salaries Supplies Misc. Heat Light Power Total 








As a companion step, it was necessary to set up departmental 
cost allocation bases for many items. To allocate costs requires a 
redistribution of nonoperating departments back into the income- 
producing departments. Heating costs are distributed on floor 
space, laundry on the basis of pounds of laundry by departments, 
dietary costs on the basis of meals served, and nursing service 
on. the basis of personnel in the departments served. Each depart- 
ment has its proper distribution so that all overhead finally ends up 
into the income-producing departments. To me it is one of the 
most valuable parts of the system. 

Third, it was relatively simple to establish a distribution of 
daily income. This was done by drawing up a large census sheet 
which covered, daily, every room in the hospital and the charges 
incurred, as follows: 

Semi- 
Room Pri- pri- Oper. 
Name no. vate vate Ward X-Ray Lab. room Misc. Total 


This census sheet served the additional purpose of providing a 
basis for posting charges to patients’ accounts. With one additional 
data sheet which recorded statistical information with respect to 
patient days, deliveries, operations, X-ray films, laboratory pro- 
cedures, etc., I felt ready to attempt the first report. This and 
succeeding reports revealed a surprising fact. The hospital should 
have been showing a substantial gain on the basis of rates and 
costs instead of a loss as indicated by the cash statement. 
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The Millstone of Bad Debts 

The answer lay in accounts receivable: Since its inception, the 
hospital had operated on a cash basis, oblivious of the condition of 
collections whether good, bad, or indifferent. Accounts receivable 
had never been set up on the general books and no one knew their 
status. Investigation of unpaid charges disclosed that approxi- 
mately $90,000 was owed to the hospital, accumulated over thir- 
teen years. An analysis of individual cards, however, revealed 
that only $25,000 might be considered as collectible. The differ- 
ence of $65,000 was charged off promptly and $25,000 was set up 
for the first time in the ledger as accounts receivable. At this time 
the hospital changed from a cash to an accrual basis. 

It might be mentioned at this point that the office staff consisted 
of one clerk who handled all the bookkeeping, charges, collections, 
telephone calls, etc, She was overworked and, as a result, had 
no time for sending out bills or concentrating on collections. A 
time study was made of her work over a period of several days. 
It revealed that a large proportion of her time was necessarily 
spent on information service. A receptionist and other members 
have been added to the staff since that time. 


Initial Reports 
With the basic data sheets it was possible to prepare each month : 


Gain or loss report on an accrual basis. 

Balance sheet. 

Analysis of income. 

Analysis of expense charges by departments and by ex- 
pense classification. 

A departmental gain or loss showing income and unit costs. 
Meal cost report. 
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It was possible to prepare and analyze such a set of reports in 
perhaps eight to twelve hours. It is clear what such reports, pre- 
pared monthly, provided the executive committee of the board. 
Soon it was possible to make comparisons with previous periods 
and each report was revised to cover the year to date for both the 
current year and the year previous. A brief description of three 
of these over-all reports and illustration of two of them will attest 
to their importance. They have been added to and elaborated over 


the years. 
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STATEMENT OF INCOME FROM PATIENTS 


Years ending June 30 
Gross Earnings from Hospital Service 1947 1946 1942 

















Day rate service 











ONO Bic icpcuponkccseeeevnes $26,187.50 $25,801.25 $15,568.50 
ONOUURES fo iones nc pes cdc satus 14,997.75 10,078.75 5,754.00 
ERs \ckicdehat aun SGnnnibeaen 56,263.22 47,050.50 36,856.00 
BO | ci stnlinceineks be piwt $97,448.47 $82,930.50 $58,178.50 
Special professional services 
Operating room—aneth. ....... $18,181.58 $13,935.75 $10,240.17 
Delivery room ...........e00. 5,220.00 2,772.00 1,485.00 
BR a 4,500.50 3,114.75 2,169.50 
IR = ahh gf AP Ae 20,676.77 ~+15,940.50 12,090.00 
CA cus cbt onice cake 15,556.50 12,757.05 9,343.55 
Medical-surgical supplies ..... 12,223.29 9,200.72 2,495.90 
Special nurses’ board .......... 3,094.90 2,481.15 1,079.35 
RUONNOND os Sae8 Si caw - - 674.50 
ME. “aucewcegvacivedehdbeces $79,453.54 $60,201.92 $39,577.97 
HORNE GREREROD nn cicisomaciccaccace 176,902.01 143,132.42 97,756.47 


Deductions from Gross Earnings 











Charity 
NER a. a srdetatdiin.e Siete aa duadeah - - $147.50 
pF ESF ARLE $539.25 $656.00 1,981.00 
SINE 056s dcshb ccetine sua’ - - 38.00 
RR © ve nonn ne odavegen’ 4 198.45 258.25 948.85 
FEO nc icdvvcccecsass 4.33 ~ 3.50 
MD: srestdienshes di vaaaslbas $742.03 $914.25 $3,118.85 
Courtesy 
EN con dtl odie Gs nade cud $1,530.63 $486.50 $738.53 
MK Ce Seustodecdetvuctnatins 451.06 403.25 332.00 
SN. “Scar adinnsiceads obs 280.05 218.94 195.10 
Operating room ............... 213.27 45.26 73.75 
Miscellaneous .............. hae 84.13 31.04 48.90 
SMR ‘as Sphens Caviw i cevoeasnns $2,559.14 $1,184.99 = $1,388.28 
Flat rate : 
SE, Sp ith cn ean Ms wean sign 5 - $86.25 $235.75 q 
Operating room ............... - 232.75 441.50 
SS EE See ree ete - - 25.00 
NE es og bbmaaue on - 85.25 742.50 
Miscellaneous ................ - - 25.70 
WME aht.cde vdntiotckesinncvene - $404.25 $1,470.45 
Total allowances ........... ins sidan $3,301.17 $2,503.49 $5,977.58 









Gross earnings, less allowances... $173,600.84 $140,628.93 $91,778.89 
Exuzir 1 
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Gain or Loss Report 

This statement presents the net operating results for the hos- 
pital on an accrual basis for the month and for the year to date and 
may be compared with the similar periods a year ago or with a 
budget. (We have never reached the point of operating a budget ; 
it is an objective and some day will be a fact.) The income is taken 
directly from the statement of income which constitutes the net 
charge to accounts receivable and is described below. Operating 
expenses by departments are the direct charges summarized from 
invoice vouchers for the month and consist of salaries, supplies, 
etc., heat, light, and power costs, and equipment depreciation. No 
attempt is made to adjust purchases for inventories with the excep- 
tion of coal. 

To the net operating gain or loss is added nonoperating income, 
less nonoperating expense. Under nonoperating income is in- 
cluded interest or dividends from investments and contributions 
for maintenance. These contributions are credited in the first in- 
stance to working capital surplus, later being transferred to plant 
surplus when the equipment is purchased. Nonoperating expense 
includes bad debts, interest charges, if any, depreciation on build- 
ings, and commissions paid on bad debt collections. We set up 6 
per cent of the net charges to patients as a reserve for bad debts. 
This may prove eventually to be a little on the low side. The rate 
has remained unchanged since it was established seven years ago. 


Statement of Income from Patients 


This statement (Exhibit 1) analyzes the gross and net charges 
to patients of the hospital. It is accumulated daily from a census 
sheet of the hospital, approved by the superintendent and posted 
to the individual cards. From the gross charges for each service 
performed are deducted any allowances which may have been 
granted as charity, courtesy to clergy, doctors, and nursing staff, 
or flat rate allowances. Thus, for each income-producing depart- 
ment we have a record of gross and net charges to patients which 
agrees with the charge to accounts receivable for the period. This 
permits a close watch on the trend of room services, e.g., from 
private to semiprivate or wards, or vice versa. It brings out 
changes in special services and charges for special drugs. It is the 
operating pulse of the hospital. 
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Expense Control Analysis 

It has been indicated that our voucher register procedure is 
simple. At the end of each month, after the voucher register and 
the expense register are proven, the following expense analysis 
takes place : 

1. On the loss and gain sheet we have a comparison of de- 
partmental charges which can be analyzed easily by turn- 
ing to the detail sheets which make up the total charges by 
departments. It has been our practice to itemize all supply 
or miscellaneous charges over $25 so that the reason for 
excessive costs in any department might be explained. 

2. A second analysis is to summarize the expenses of each 
department into the classification of salaries, supplies, 
miscellaneous, etc. This provides an analysis of salary 
costs for the month and per patient day of service for 
comparison with previous periods or with budget. The 
same applies to the other items of expense. An analysis 
of all expenses showing cost per patient day is given in 





Exhibit 2. 
STATEMENT OF ToTAL Expense CHARGES 
1947 1946 1942 
ME ond c04 Unde eveanebddaceed $94,023 58 
SEES ' doe cGaaces lpbactadcdbveuss 28,472 22,148 14,489 
npSbatae irseptiahtaiea situa 29,106 23 13,179 
En dccttinsksacteralecbateidedeks 5,472 5,198 3,448 
Reet dbdis ss akbeeditiesxtakeus 1,959 1,818 1,168 
ED La daenictnha «Gnd bk pede esto wee oll 1,809 1,739 1 
NO, cnn dinsbirestatencunn 7,001 4 
BITE india nadvcde cosseccigses 1,384 2,526 2,155 
Total expense 2.5: ..cccccccccmwe $169,216 $141,883 $76,105 
Costs per patient day................ $9.50 $8.33 $5.18 
Exuzsrr 2 


Admission and Collection Policy 

The functions of proper admissions, discharges, and the follow- 
ing up of due accounts is of first importance to the hospital. In 
the first place, the relationship of this function to the public which 
the hospital serves requires that admissions be conducted courte- 
ously and privately. Although the hospital is a business institution 
in that it performs a service which must be paid for, because it in 
turn must pay its own obligations, nevertheless it deals with human 
illnesses and with individuals upset by human tragedy who must 
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be treated accordingly. A cordial public relationship between the 
hospital and the public must exist or the hospital will fail to assume 
its rightful place in the community. 

We have placed in charge of our admitting and interviewing 
procedure a graduate nurse with a wide acquaintance in the com- 
munity. She is possessed of a fine sense of humor, asks her ques- 
tions tactfully in a private interview, and attempts to obtain a 
background of the family in question and ability to pay. In addi- 
tion to the interview, she visits patients and checks up on charges - 
to patients’ accounts. It is our thought at the present time to have 
this work carried beyond the point of discharge if necessary, to 
follow up on broken promises or delayed payments. It seems to 
be the consensus of opinion that overdue accounts receivable should 
be disposed of within sixty days. By this I mean that the accounts 
on which a promise has been broken and all efforts by the credit 
manager to affect a settlement have failed should be turned over 
to others for collection if it is known that money is available. Real 
inability to pay should be recognized and the account charged off. 

At one time we attempted to age the accounts by years and main- 
tain control records of charges and receipts applicable to specific 
years. These records were so difficult to maintain, however, (be- 
cause an individual might have record cards in several years and 
considerable hunting for the oldest card would be necessary) that 
it was dropped. Our ratio of collections is simply the ratio of col- 
lections yearly to the charges for that year. We feel that over the 
period, this will balance out relatively closely with respect to old 
accounts paid and new ones left unpaid. 

A daily check of the balances of in-patient cards should be made, 
also a monthly check of all the cards to the ledger balance. Since 
the accuracy of the whole system depends on these accounts, a 
rather careful audit should be made yearly and individual accounts 
spot checked and the balance confirmed by the patient. A hospital 
prospers or fails on its relationship with its patients and its ratio 
of collections. ; 





The Question of Depreciation 

We show depreciation for buildings and equipment. This is a 
controversial subject in hospital accounting, less so with respect 
to depreciation of equipment. In many instances, hospitals were 
founded by voluntary subscription. Therefore, there is a school 
of thought which advocates no depreciation reserve in the belief, 
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STATEMENT OF Room INCOME AND EXPENSE 
Private Semiprivate 











rooms rooms Wards Total 
Income 
Gross income ........ 187.50 $14,997.75 $56,26322 $97,448.47 
oan bdvevesved Aes . 1,630.63 
BOGE csusbedanscovescot $24,656.87 $14,997.75 $56,263.22 $95,917.84 
Indirect expense 
Administration ....... $3,192.33 $2,202.69 $11,796.68 $17,191.70 
er ert Pree 3,111.19 2,290.25 11,233.55 16,634.99 
Laundry and linen 1,272.38 962.84 4,526.65 61.87 
ousekeeping ........ 1,352.86 955.84 4,963.47 272.17 
Plant operation ...... 1,953.46 1,455.37 6,957.41 10,366.24 
Nursing service ...... 9,940.73 7,575.70 35,116.79 52,633.22 
a ya on equip- 
racy sfanaeet 8.28 16.56 57.33 82.17 
seed cmmied cms. 351.69 318.06 963.49 1,633.24 
Total expense ..... $21,182.92 $15,777.31 $75,615.37 $112.575.60 
Net loss or gain........ $3,473.95 *$779.56 *$19,352.15 *$16,657.76 
Patient days ........... 3,327 2,393 12,088 17,808 
Net loss or gain per pa- 
Bee GAG. ciccucccce $1.04 *$0.33 *$1.60 *$0.94 
~ * Denot Denotes loss. 
Exar 3 


apparently, that when the buildings and equipment become obsolete 
or worn out, the process of donation will be repeated. With this 
theory I disagree. The hospital is a business institution and, as 
such, its rates should cover normal wear and tear on its capital 
structure. Its depreciation costs should be incorporated into its 
rates and spread over the useful life of buildings and equipment. 
One generation should not have to pay for lack of foresight on the 
part of the previous one. 

However, unless a reserve is funded, it will not mean much. 
The reserve must be set aside monthly in cash or investments and 
used only for the purchase of new equipment. Some years ago we 
placed the plant on individual cards for each item of buildings and 
equipment. Proper reserves for depreciation were set up and each 
item is depreciated annually and the total tied in with the ledger 
control accounts. 


Departmental Gain or Loss Reports 
Besides over all analyses we prepare gain or loss accounts by 


departments. We find these of great value. They require a little 
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STATEMENT oF X-Ray INCOME AND EXPENSE 
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Years ending June 30 Cost per unit 
1947 1946 1942 1947 1946 1942 
Income 
Gross income.... $20,676.77 $15,940.50 $12,090.00 $6.32 $6.06 $4.47 
Allowances .... 990.31 ‘ 2,338.00 .30 40 
| gas ee $19,686.46 $14,881.25 $9,752.00 $6.02 $5.66 $3.60 
Expense 
Direct 
Salaries ...... $8,346.90 $5,824.14 $1,135.00 $2.55 $2.22 $042 
Supplies ...... 2,160.61 1,433.94 1,251.46  .66 55 46 
Miscellaneous 138.99 36.65 24.95 04 01 01 
ea $10,646.50 $7,294.73 $2,411.41 $3.25 $2.78 $ 89 
Indirect 
Administration. $1,011.26 $777.60 $414.84 $ 31 $ 30 $ .15 
eS 298.31 328.46 209.69 09 12 08 
Plant operation. 378.65 252.64 166.42 12 10 06 
Depreciation on 
equipment ... 143.48 223.71 200.44 38.05 .08 07 
Total ....... $1,831.70 $1,582.41 $991.39 $ 57 $ 60 $ 36 
Total expense ..... 12,478.20 8877.14 340280 382 338 1.25 
Net gain ... $7,208.26 $6,004.11 $6,349.20 $220 $228 $2.35 
Films used ........ 3,270 2,628 2,702 
Exursit 4 


work, perhaps five or six hours to prepare, but it is worth while, 


for they bring out: 


1. The gain or loss from rooms by private, semiprivate, and 
ward types. (Exhibit 3) 
2. The gain or loss from X-Rays and the income and cost 
per X-Ray film. (Exhibit 4) 
3. The gain or loss from laboratory and the unit income and 
cost per procedure. (Exhibit 5) 
4. The gain or loss from operating-delivery room and its 


unit costs. 


In other words, the gain and loss report is broken down into 
the categories making up its total. It brings out pretty conclusively 
which departments produce a profit and which operate in the red. 
It is possible to analyze these factors to determine if rates are too 


low or costs too high. 









=: 


SS Fa 


5 


fe eee 





1298 : N, A. C. A. BULLETIN 


STATEMENT OF Lasoratory INCOME AND EXPENSE 


Years ending June 30 Cost per unit 
1947 1946 1942 1947 1946 1942 














Income 
Gross income .... $15,556.50 $12,757.05 $9,343.55 $1.84 $1.52 $1.04 
Allowances .... 478.50 56244 188645 06 07 21 
ee ey $15,078.00 $12,194.61 $7,457.10 $1.78 $1.45 $0.83 
Expense 
Direct 
Salaries ....... $1,897.50 $1,769.42 $1,135.00 $ 22 $ 21 $ .13 
Supplies ...... 275.41 $91.24 30249 03 07 0 
Miscellaneous . 665.23 401.39 42.11 08 05 Ol 
TO sctess $2,838.14 $2,762.05 $1,479.60 $ .33 $ 33 $ .17 
Indirect Ae 
Administration. $1,011.26 $777.60 $451.92 $ .12 $09 $ .05 
Dietary ....... 256.35 328.13 209.69 03 04 02 
Depreciation on 
equipment ... 62.09 79.53 3165 01 Ol _ 
. ayy $1,329.70 $1,185.26 $693.26 16 14 £07 
Total expense ... 4,167,84 3,947.31 2,172.86 49 A7 24 
GR MD: os c'ap sep ve $10,910.16 $8,247.30 $5,284.24 $1.29 $0.98 $0.59 
Examinations ..... 8,454 8,382 9,025 
Exuzsirt 5 
Benefits of Systems Depend on Use 


The governing board must be made up of interested citizens 
who are willing to devote their time, each contributing from his 
particular store of experience. It must be made up from the law- 
yers, executives, accountants, and merchants who will take the 
time to understand the problems of the hospital, and to understand 
also the reports prepared to assist in solving these problems. I 
think we, as accountants, have been lax in our duty and have failed 
to provide the proper tools to accomplish the task. The problems 
which faced this hospital seven years ago are just as real today, but 
at least each of us knows what the problems are and we are 
equipped to overcome them as far as possible. 

Results do show in spite of difficulties. In common with all hos- 
pitals, our costs have increased (from $5 per patient day in 1941 
to $9.50 in 1947). Yet, within the same period, instead of its old 
debt the hosiptal has accumulated a fund of $66,600 in government 
bonds. This fund is intact today and is earmarked for future 


expansion. 

















PROFILE OF AN ACCOUNTING EXECUTIVE 


by EDWARD C. KARMGARD, 

Office Manager, The Personnel Laboratory, 
Milwaukee, Wis. 

Tr recently little attention has been paid in industry to 

people as such although, in the final analysis, everything that 
goes on in a company is the result of individual action or reaction. 
The company’s own career, so to speak, depends upon the interest, 
motivation, personality, aptitude (special abilities), and knowl- 
edge (information) of employed personnel. The most usual means 
of determining a person’s fitness for a job have been the personal 
interview, checking with former employers, and securing scholastic 
records from high, schools or colleges. The fact that a very large 
percentage of people in industry are misplaced would indicate that 
these methods have been far from satisfactory. 

Fortunately for employers and employees alike, science has 
made a study of this problem and psychologists and universities 
have developed tests which will measure most of the factors having 
a bearing on job success or failure, to a high degree of accuracy. 
Since the time of World War I, when testing was first used by 
industry in this country, hundreds of tests of all kinds and descrip- 
tions have been developed. It is natural that in-the course of this 
development, tests of widely varying practical merit have achieved 
a degree of popularity. Selection of tests becomes important. 


Testing Job Fitness Factors 

The magnitude of the job the applicant or employee is being con- 
sidered for determines the types of tests to be used. For a begin- 
ning job in the office a few simple tests would be sufficient, but for 
more important jobs such as cost accountant, general accountant, 
controller, or treasurer, a compresensive battery should be admin- 
istered. Tests for the ordinary office jobs may take about an hour 
while those for more important jobs would ordinarily require about 
a day’s time to administer. Lower level tests might include: 


. 1. Intelligence - 5. Use of English 
2. Clerical speed and accuracy 6. Stenography 
3. Arithmetic 7. Typing 
4. Filing 8. Accounting 
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VocaATIONAL INTERESTS AND VALUES 


Key: A = Marked interest 
B—, B, B+ = Possible interest 
C = No interest 


Cc 
VOCATIONAL INTERESTS 
Musician x 
Psychologist x 
Physician x 
Dentist x 
Artist x 
Architect x 
Mathematician xxxx 
st x 
Engineer x 
Production Manager x 


Teacher of Math. & Phys. Science 
Farmer 

Forest Ranger 

Carpenter 

Printer 


Office Worker 
Accountant 


Banker 
Cert. Public Accountant 
Purchasing Agent 


President of Mfg. Concern 
Sales M er 
Salesman— Tangible Product 
Salesman—Intangible Product 
Advertising Manager 

wyer 
Author—Journalist 
School Superintendent 
Teacher—Social Sciences 
Y. M. C. A. Secretary 


Minister 
Personnel Manager 
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VALUES : 
Business 
Political 
Theoretical 
Aesthetic 
Social 


xxxx 
xxXxx 
xxxx 
x 
x 
xxXxxX 
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Religious 
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The battery of tests appropriate to other levels of responsibility 
is more formidable and might be designed ta sound out and rate the 
following detail of the factors previously mentioned : 


1. Interest (liking for the job) e. Self-interest 
2. Motivation (what testee wants f. Self-control 
out of life) g. Introversion or extrover- 
a. To make money in busi- sion 
ness h. Emotional stability 
b. Prestige, power, and pub- 4. Aptitude characteristics 
lic recognition a. Intelligence (speed) 
c. Mastery of a field of b. Intelligence (power) 
knowledge c. Clerical speed and accuracy 
d. To satisfy aesthetic needs d. Arithmetic 
e. Contribution to social wel- e. English usage 
fare f. Vocabulary 
f. Religion g. Selling 
3. Personality h. Mechanical comprehension 
a. Dominance (aggressive- i. Special thinking 
ness 5. Acquired knowledge 
b. Self-confidence a. Human relations 
c. Self-sufficiency b. Business procedures 
d. Cooperativeness c. Government and others 


An Illustrative Case 


A profile of an individual who was being considered for a posi- 
tion as controller of a moderate-sized company is shown in Ex- 
hibits 1 and 2 which, in actual use, form one chart. 

Vocational interest is the principal concern of the data shown in 
Exhibit 1. The blocked-out spaces indicate the degree of interest 
disclosed by the testing procedures in each of the enumerated jobs. 
The only “A” scores are under office worker, accountant, banker, 
and certified public accountant. This suggests that, as far as liking 
for the work is concerned, the applicant would be well placed in 
any of those jobs. At the bottom of the exhibit, six values are 
listed. In the related block are shown the scores evidencing moti- 
vation. “A” scores appear for the business and theoretical cate- 
gories. This means that the individual probably has an intense 
desire to be successful and make money in business and also that 
he would find a natural satisfaction in research and scientific work. 
These are appropriate scores for accountants or controllers, 

Results of testing personality, special abilities, and knowledge 
are disclosed in Exhibit 2. The measurements are in percentile 
and, for personality and special abilities, are a comparison with 
the average business population. For information, the scores are 
a comparison with people of comparable education (in this case 
with college graduates). At the top of the chart appears a scale 
of percentiles from which the length of each of these measure- 
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PERSONALITY, APTITUDE, AND INFORMATION 





Very Ve 
Low Low Average High High 
251 2 35 7 1015 20 25 35 50 65 75 80 85 90 93 95 97 98 99 99.5 99.8 
Personality 


Vv — Selling Aptitude 


W — Self-Sufficiency 


n 
| 
3 
: 

i 


Vv — Self-Interest 
a) 
WV — Self-Control 


Vv — Introversion 


VW — Emotional Stability 


Special Abilities 
W — General Intelligence Speed Test 


— General Intelligence Power Test 
VW — Vocabulary 
— Clerical Accuracy 


< 


| 


Y — Arithmeti 


VW — Mechanical Comprehension 


Information (Compared to College Seniors) 
VW — Human Relations Information 


W — Business Procedures Information 


W — Government Information 


W — Physical Science Information 
V — Biological Sci Informati 
W — Mathematics Information 

¥ —Arts Information 





W — Sports Information 
Se eS 


Exuusir 2 
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ments may be read. The personality scores recorded for the appli- 
cant in these categories are likewise appropriate for an accountant 
or controller. Dominance and self-confidence scores are up to 
average. The subject is more of an introvert than 74 per cent of 
the average business population. This means that he could re- 
ceive satisfaction from work which is somewhat confining and 
routine. An extrovert would find it very hard to do such work 
over a long period of time. The fairly high self-sufficiency score 
is an advantage in analytical and supervisory work. This char- 
acteristic would show itself in independence of opinion. The low 
average score in cooperativeness would seem to indicate that the 
individual would not prove to be an extremely sociable person but 
would be a very conscientious worker and would want things done 
right whether by himself or those under him. The high self-con- it 
trol score points to a weil disciplined person and the average score 
in emotional stability indicates that the applicant is not neurotic. 
Under special abilities, the scores important for a controller J 
show excellent ratings. The two intelligence scores of 98 and 96 
are outstanding as the average person scores 50, the average col- 
lege graduate scores 83, and the average graduaie engineer 93. 
The applicant should have no difficulty in anaylzing problems and 
interpreting accounting statistics. Clerical accuracy and arithmetic, 
other neccessary abilities in accounting, show scores of 95 and 98, 
both exceedingly good. The vocabulary score of 65 is not as high 
in proportion as the other abilities but is adequate. The average 
score in mechanical comprehension would indicate that the indi- 
vidual is no engineer. The information scores measure acquired 
knowledge in various fields and the scale of grading here repre- 
sents comparison with people of like education. This applicant 
knows the technical terminology in business procedures, govern- 
ment, mathematics, and sperts very well. 
On the whole picture, this applicant has interests typical of con- 
, trollers, his values are appropriate, his personality fits such work 
well and his abilities are excellent for accounting. In fact, his 
scores would indicate that he should do an outstanding job as a 
controller and should assume more and more responsibility. 














































